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Background

. The project is in response the withdrawal of correspondent banking
relationship (de-risking) in the region

. The project has been developed by the Pacific Islands Forum (FEMM)
and the World Bank, in close collaboration with the participating

Members of the Forum , development partners (Australia, New
Zealand, US Treasury)

. Implementation of the 2050 Strategy for the Blue Pacific Continent
- 2050 Strategy Implementation Plan (RED)

- Pacific Roadmap for Economic Development
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Extent of CBR Withdrawal in some FICs

Percentage change over 2011-2022

CBRs  Annual transaction volume Annual transaction value
Fi -66 3 61
Papua New Guinea -56 126 -26
Samoa -52 39 278
Solomon Islands -57 30 641
Timor-Leste -78 74 149
Tonga -49 28 -33
Vanuatu -65 38 14

Sources: National Bank of Belgium; SWIFT BI Watch.




Withdrawal of CBRs in Pacific
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Total number of active CBRs declined significantly since 2011
- over 60 per cent in Pacific
- global ave decline 30 per cent
BL# uneven across the region - some with higher levels of CBR loss than
others
Loss of CBR more acute for USD and EUR accounts
Nauru (Bendigo, CBA); ANZ




Drivers of de-risking in the Pacific

* Profitability (risk/reward considerations)

- generally, includes cost of resources, cost of implementing new regulations,
& impact of legal and reputational risks.

- Cost/burden of compliance, profitability and reputational risks

« AML/CFT/CPEF related considerations - risks as function of;

(i) threat levels (of organized crime) - Pacific may be exploited as transit
jurisdiction/beneficial ownership;

(ii) vulnerability levels - generally high for Pacific, assessed based on
technical compliance of FATF standards (19/40) and effectiveness of
standards implemented; and

(iii) consequences of events of criminal abuse regardless of amounts ($$)
involved (meat in the sandwich??)

» Perceived risk (of being small)
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Impacts of de-risking in the Pacific

* Increased costs of cross-border payments - reduced
availability of CBRs may make cross-border payments slower and
more expensive through increased transaction costs;
lengthened payments chains (via 3" countries); higher
foreign exchange costs

* Increased cost of remittances - growth in remittance flows in
FICs; general decline in cost of sending remittance; cost of
sending remittances to the Pacific remains relatively high by
global standards

» Pacific workers in Australia and New Zealand pay between 8.7 -
11.2 percent to send money to Samoa, Vanuatu, and Tonga. This
is higher than the global average of 6.4 percent, or the regional
average for East Asia & Pacific of 5.8 percent and the UN SDG
global target of 3 percent by 2030. This is twice the cost of
sending US$200 from the United States to Haiti




Impacts of de-risking in the Pacific

* Greater use of informal payment channels —
use of unregulated and less safe payment
platforms; financial exclusion

* Increased financial frailties — loss of CBRs
raises costs, processing time, potentially
affecting cost of doing business, development
and growth
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Pacific Strengthening CBR Project

* Development Objective: To enable continuous access to correspondent
banking services in Pacific Island countries.

* Key Outcome: provision of continuous and stable cross border transactions
e Approach: Regional project that
i.  provides temporary access to correspondent banking services;

ii. assesses options for establishing a regional mechanism to provide
banking/payment services:

iii.  while supporting increased regulatory oversight and harmonization
(Tas)

* Financing: IDA Credit/Grant leveraging the regional window (2:1)

* Implementation Period: 6 years (i.e., to September 2030).



Project Overview
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Financing needed for
*  Cook Islands

*  Nauru
*+  Niue
* Palau (IBRD)

SteermgCommlttee |
. Pacific Finance Ministers

Advisory Committee:
Pacific Central Banks &

Banking Commissions

Participating
countries:

Fiji

Kiribati

Marshall Islands
Samoa

Solomon Islands*
Tonga

Tuvalu

Vanuatu

PNG**

Financial Agreements
signed

Regional body:
Pacific Island Forum

Phase |

Phase Il

USS35m

Enabling
environment and
regulatory

harmonization

US$33m

US$50m

* Provision of temporary access to CBR

services through the recruitment of a
service provider to ensure continuity of
access in PICs facing loss of the last CBR in
a key currency

Technical assistance to eligible financial
institutions

Support to access CBR services and
improve AML/CFT compliance

Payment system oversight and regulation
Feasibility study assessing options to
establish a Pacific Payments Mechanism
* Regional technical assistance support and
institutional capacity building

Project Management
* Convening and coordination
¢ Project Management Unit

Establishment of a regional mechanism to
improve domestic and cross-border
payments.

Jlun uswadeuen 103aloud



Component 1: Continuous Access to CBR Services

Customer A Customer B
(payer of funds) (receiver of funds)
Customer A sends 150 AUD  Customer B receives 100 USD

ﬁ Customer A’'s Bank @ Customer B’s Bank
= (a respondent bank) (a respondent bank)

N

Flow of funds & Correspondent Bank Flow of funds &
transaction information transaction information

Note: This is a simple cross-border transaction. Sometimes cross-border payments need to go through multiple
correspondent banks or domestic payments infrastructure in either the origination or destination country.




Component 2: Enabling Environment & Regulatory
harmonization

Technical assistance and support for:
* |mproved AML/CFT compliance
* Payment systems oversight and regulation

 Regional harmonization and capacity building
* Project management

e Feasibility study for Phase Il




Component 2: Preliminary Scope of Feasibility Study
for PPM

Establishing an infrastructure for regional Questions to be answered through the study:

payme.n.ts .(PPM) to: « jurisdiction of incorporation and legal structure

° mlnl_mlle COSt? . * |everaging one or more established

 provide benefits of access and increased banks/solutions to provide PPM functions
efficiency .

interlinking model (network model, type of
payments, currency arrangement/FX transaction
processing)

cost recovery and sustainability after the end of
the project

The analysis will cover:

* Legal & regulatory gap assessments (for ,
domestic and cross-border payments)

* Market sizing and mapping of payment

flows )
_ To promote stakeholder involvement and
 Payment system infrastructure and .. o _
participation, the feasibility study will be
technology

undertaken under the guidance of Project Technical
Advisory Committee comprised of senior
management from Pacific central banks and banking
commissions, with inputs from the Pacific De-risking
Group

e PPM design and implementation
(business case)




Other Key Considerations

* Regional Cooperation

- demonstrates the uniqueness of PICs

- value of working together as a “collective”

- promotes regional economic integration (2050 Strategy;
PRED)

* Innovation
- Long standing issue
- Scale and aggregation
- Breaking new ground

* Political capital
- Political consideration and capital from Members
- Need political capital for other key regional issues




Thanks for Listening
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